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In mid-March, the Honduran National Assembly gave its final approval for the US firm Motorola
to begin operating cellular telephone service in the country. The contract with Motorola marks a
first step in government efforts modernize the telecommunications industry in Honduras, and it
represents an important stride forward in plans to either sell off state enterprises or contract private
firms to take over public services. The government first began negotiating with Motorola in 1994
under former president Rafael Callejas's administration (1990-1994). In August of last year, President
Carlos Roberto Reina signed a contract with Motorola, but final approval of the concession remained
stalled in the Assembly, which had been debating legislation aimed at modernizing the country's
telecommunications industry (see NotiSur, 08/17/95).
Under previous laws, the state-run telephone company (Empresa Hondurena de
Telecomunicaciones, HONDUTEL) had monopoly control over all telecommunications services in
Honduras. Nevertheless, the new Ley Marco del Sector Telecomunicaciones y Reforma HONDUTEL
recently approved by the Assembly authorizes the state to grant concessions to private firms to
operate a variety of telecommunications services. Under the new legislation, the state company
has now been split into two entities: HONDUTEL which will continue to operate telephone
services and the Comision Nacional de Telecomunicaciones (CONATEL), which is in charge of
regulating all telecommunications operations run by private firms. Eventually, HONDUTEL will be
completely reorganized as a private company under the name Compania Hondurena de Telefonos
(HONDUCOM).
The approval of the Ley Marco paved the way, in turn, for passage of the Motorola contract in
mid-March. In general, the Assembly ratified the terms of the original proposal for the Motorola
concession, but it made one fundamental change. The initial contract would have granted Motorola
a monopoly on cellular services for an unspecified period of time. The version approved by the
Assembly, however, will allow the government to negotiate a second cellular concession with other
private firms to foment competition. Cellular systems operate on two frequencies: bands "A" and
"B." Under the updated version of the contract, the government is now free to grant a concession on
band "B" whenever it chooses.
The Motorola contract which is considered a particularly lucrative business deal compared with
cellular telephone agreements in neighboring countries is expected to reap substantial benefits
for the government. The state will receive US$5.1 million outright from Motorola for the contract,
the most paid by a private firm for a cellular concession in any of the Central American countries.
More significant, over the ten-year life of the contract, the government is expected to take in about
US$62 million. About US$38 million will be earned from payment for the concession, royalties on
profits that Motorola must pay to the government, and charges for a variety of services provided by
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HONDUTEL, such as telephone switching. The remaining US$24 million will be earned through
customs duties and through income and sales taxes. In fact, the government could potentially earn
much more since Motorola and state negotiators calculated projected income on the basis of just
13,500 estimated customers.
The country actually has a potential consumer base of between 20,000 and 25,000 clients, but the
two sides agreed to make their income estimates on the lowest number of customers that could be
expected to apply for cellular service. The company which will be called CELTEL and which will be
operated by Motorola's subsidiary Inversiones Rocafuerte is expected to invest about US$28 million
in the operation, providing jobs and high-tech training for Honduran workers. And, under terms of
the contract, Motorola is required to reserve 5% of its operating capacity for the government, which
will, in turn, use its share of Motorola's services to provide low-cost telephone connections in poor
urban neighborhoods and isolated rural areas, and to support emergency public services.
Perhaps more important than the direct benefits enjoyed by the government is the potential
upgrade in telecommunications capacity in Honduras, which was the only Central American nation
that had not signed a contract for cellular service. "The new mobile cellular telephone service not
only represents a fantastic business deal for the Honduran state, but it will provide an excellent
work tool for all those citizens whose business activities demand that they travel around the country,
since it will provide them with a permanent means of communication no matter where they are,"
said Antonio Tavel, president of Inversiones Rocafuerte. When CELTEL begins operating in August,
service will first be offered in the cities of Tegucigalpa and San Pedro Sula, the country's two most
important urban centers where business activities are concentrated.
By early 1997, service will be expanded throughout the western zones, stretching from Puerto
Cortes, located in the north on the Caribbean coast, to Choluteca in the south, near the border with
Nicaragua. According to Tavel, CELTEL will guarantee a maximum 36- hour waiting period for startup service for new customers. In addition, CELTEL will offer a variety of modern telephone options,
such as voice mail, call waiting, and conference calls. The Motorola contract marks the first step in
government efforts to modernize the telecommunications industry in Honduras, which has one of
the most underdeveloped telephone services in Latin America.
Honduras has less than three telephone lines per 100 citizens. In advanced industrialized countries,
the average is about 50 lines per 100 inhabitants, and in some countries, such as the US, it is nearly
60 lines for every 100 people. In fact, in mid-March HONDUTEL announced plans to invest about
US$27 million in a major project to upgrade telecommunications infrastructure, which will be
partially financed by the European Union. Under the project, the government will install a new
mobile telephone operating center, broaden existing centers, modernize infrastructure in rural
zones, and lay fiber optic cable around the country to better integrate Honduras into the emerging
digital communications network in Central America. In the medium to long term, however, the
government plans to privatize most telecommunications services. Indeed, the Motorola concession
represents an important stride forward in the effort to either sell off state firms or, alternatively, to
contract private companies to replace the state in providing public services. Under the government's
state modernization program (Programa de Reforma de la Administracion Publica, PRAP), the Reina
administration expects eventually to privatize the state electric company (Empresa Nacional de
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Energia Electrica, ENNE), the Instituto Hondureno del Cafe (IHCAFE), and the country's ports and
railroads, among other things.
The privatization of government firms and services forms part of the Reina administration's
accord with the International Monetary Fund (IMF), which commits the government to reduce the
fiscal deficit to just 1.5% of GDP by 1997 (see NotiSur, 08/31/95 and 02/22/96). In fact, the central
government's effort to carve a much wider role for the private sector in the economy is apparently
encouraging municipal-level administrations to follow suit. For example, in the city of Puerto Cortes
one of Central America's most important shipping centers the local government has launched an
aggressive plan to contract out most public services to private firms. During the last two years,
Mayor Marlon Lara's administration has pulled the government out of all water and sewage
operations, sanitation services, and the administration of city market places. [Sources: Agencia
Centroamericana de Noticias-Spanish news service EFE, 03/18/96, 03/20/96; La Prensa Grafica (El
Salvador), 03/20/96; El Tiempo (Honduras), 03/19/96, 03/26/96, 04/01/96; La Prensa (Honduras),
03/17-20/96, 03/26/96, 04/12/96; Inforpress Centroamericana (Guatemala), 09/07/96, 04/18/96]
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